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AnHoTtanusi: Peanmzyemasi rocyaapcTBOM (DHCKajbHAsI NMOJMTHKA SIBISETCS BKHOW MHPEANIOCBUIKON COIMAIbHOU
CIPaBEIITUBOCTH, MAaKCUMAaJIbHO PAaBHOMEPHOTO PACIPENeNICHHS AOXOA0B M YCTOWYMBOTO SKOHOMHYECKOTO pocTa. B
pamMKax JaHHOTO HCCIICIOBAHHS C IMOMOINbI0 KpuBou Jladdepa, MogudummpoBanHod Bepcur banamnkoro, u3ydanach
B3aMIMOCBS3b HAJIOTOBOW HArpy3KH W HEPAaBHOMEPHOTO PACHpENeNIeHHs JOXOA0B, a TAKKE B3aUMOCBS3h MOCICIHETO U
SKOHOMHYECKOT0 pocTa. Pe3ynpTaThl aHajuM3a MOKa3ajd, YTO IOCIE ONPEICICHHOTO MOMEHTAa HETPEpPBIBHBIA POCT
HAJIOTOBOW HArpy3KH HAaYMHAET HETAaTHBHO BIMATh Ha PAaBHOMEpPHOE pacipeneneHne AoxonoB. COriaacHO OIeHKaM,
MOJTyYeHHBIM B PE3yJIbTAaTe€ OICHKH MOJENH, ONTHUMAJIbHBIN YPOBEHb HAJIOTOBOM HArpy3Kd B SKOHOMHKE ApMEHHH
cocraBisier 22,09%, mnociie 4ero 3¢QeKT CTaHOBHTCS OOpaTHbIM. B YacTHOCTHM, 3TO MOXXHO TpPaKTOBaTh Kak
«ONTHMAaNbHBII» YpPOBEHb HAJIOTOBOM HArpy3Kd, IpHW KOTOPOM HEPAaBEHCTBO JOXOJOB HAXOJUTCA HA CAaMOM HH3KOM
ypoBHe. Pe3ynbTaThl ciemyromiedl OLIEHKM MOJENN TaKXKe IIO03BOJIAIOT CHENaTh BBIBOJ, YTO YPE3MEPHO BBICOKOE
HEpaBeHCTBO, B pe3ysbTare KoToporo it PecnyOmuku Apmenust oHo cocrtaBisier 6osee 31,1%, MokeT CHU3UTH
SKOHOMHUYECKHH POCT, YTO INPHUBEAET KaK K COIHMAJIBHBIM NpOOJIEMaM, TaKk W K PsIy HEraTHBHBIX SKOHOMUYECKHX
nocieacTBui. [ToaToMy ONHON M3 BaKHEHIIHMX 3a1ad (PUCKAIBHON IMOJMTHKH SBISETCS HEMPEPBIBHAS peaTH3allis
NEHCTBUH, HANPABICHHBIX HA IIOBBIIICHWE DPABEHCTBA, YTO HE TOJBKO PEIIaeT COIMaiJbHBIE NPOOJIEMBI, HO W
CIOCOOCTBYET JATFHEHIIIEMY Pa3BUTHIO SKOHOMUKH.

KialoueBble cioBa H ciaoBocoyeTaHusi: [lomMTuka HOXOMOB, SKOHOMHUYECKHH DPOCT, ONTHMAIBGHBIA ypPOBEHB,
HAJIOroBasi Harpy3ka, kodddunuent JxuHu

Introduction: Effective fiscal policy and its  will result in social equality without constraining
instruments play a crucial role in promoting economic growth opportunities.
economic growth and achieving social justice. The Literature review: The Gini coefficient
application of specific fiscal tools enables actually reflects in the ability of the government to
simultaneous support for economic stability while  collect tax revenues. It has been observed in
reducing income inequality among citizens. The research that higher inequality can dampen the tax
implementation of a flexible tax policy generates  base, especially when the system of taxation is one
possibilities for enhancing social justice while that targets disproportionately the middle class of
contributing to the primary goal of expanding the economy [5]. This is so because wealthier
inclusive income policies. The government receives  members of society, who are generally more in
revenues that serve as a financial guarantee which  control of national income in societies that are not
enables it to meet its obligations and perform its equal, tend to have greater means of evading
responsibilities while providing essential public  taxation, especially if the tax system is regressive or
services to citizens. relies mostly on indirect taxation. Empirical
Inducing economic expansion through the evidence on tax revenue shows that a negative
channel of state spending also aims at assisting in  correlation exists between high Gini coefficients and
bringing the employment rate of the citizens up and  the tax burden (tax revenue as a proportion of GDP).
increasing the proportion of middle-income  Tax revenues in developing countries with high
individuals. In this case, the issue of the proper income inequality are typically lower. Shortcomings
control of budget spending is a crucial aspect, since  in redistributive tax policies, indirect taxation, and
only the exact distribution of finance will allow  injustices in tax collection from wealthier persons
reducing the budget deficit and introducing the are usually blamed on this [6]. In this respect, it
measures that will assist in the development of the  cannot be avoided that redistributive taxation plays
public sectors to ensure the improvement of living  a very crucial role. Greater income inequality can
standards of broad strata of the population. cause greater tax revenues in more progressive tax
The purpose of this article is to reveal the economies in which richer persons pay higher taxes.
impact of state revenue policy, i.e., the tax burden,  Such countries tend to project higher revenues from
on the unequal distribution of income, and the taxes with higher income inequality because the
impact of the unequal distribution of income on  wealthier segment pays more [13]. For example,
economic growth. Thus, we can have: Brazil has been able to implement progressive
* The optimal level of tax burden, at which  taxation that has been able to contain inequality to
point earnings inequality will be close to its some extent, while others are hampered by

minimum value administrative inefficiencies as well as tax evasion
* The optimal level of income inequality, at by the wealthy [9]. this sense. Most countries with
which economic growth will be at its maximum. high inequality tend to have very progressive

The results of the analysis can be useful for income tax systems to lower inequalities.
further tax policy establishment based on an  Nevertheless, in practice, it is difficult to achieve a
adjusted model of the Laffer curve theory. The  very progressive tax system due to issues such as
model can be useful for developing a tax policy that  tax evasion, political resistance, and administrative

gridlocks, among others [15]. To some writers, it is
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argued that high income inequality can reduce the
overall tax base if most individuals have low
income. When income distribution is unequal,
middle-income individuals pay less to the tax base,
which can lower aggregate tax revenues [5]. In addi-
tion, high-income groups are politically influential
and can make high tax avoidance policies, thereby
leading to higher tax revenues for the affluent.
Studies also show that countries with higher Gini
coefficients can be more reliant on indirect taxes
and regressive tax systems [1]. By some writers,
these taxes can result in tax inequality, which would
burden poor families. The policy can result in high
growth of income, but simultaneously may enhance
economic inequality, creating a correlation between
inequality and excessive dependency on indirect
taxation. [17].

Methodology. The study was conducted based
on quarterly indicators of the Republic of Armenia
for the years 2005-2022. Linear interpolation was
employed when quarterly indicators were missing or
not calculated, for example, in the situation of the
Gini coefficient.

The data were processed using the EViews
software. Two models were estimated. The first was
to examine the correlation between the Gini
coefficient and the tax burden, and the second to
examine the correlation between the Gini coefficient
and economic growth.

Thanks to the Balatsky-modified Laffer curve,
it is feasible to compute the relationship between tax
burdens and income inequality [19]. The estimated
model will reflect how tax policy affects not only
the collection of taxes and economic growth but also
social justice and income distribution.

In the estimated model, the Gini coefficient is
the dependent variable and the tax burden is the
independent variable. The generalized form of the
model is as follows:

Gr = a+ PiTe + BT + X + &

Where G;- is the Gini coefficient (dependent
variable), T;- is the tax burden or rate (described by
a quadratic term to account for the nonlinear
relationship), X;- are other factors

Adding a quadratic term for the tax rate in the
model allows for the capturing of the non-linear
relationship between income inequality and the tax
burden. This will allow the model to capture
decreasing Gini coefficients as taxes are increased,
then rising after some point.

Since the T} term is involved, the optimal tax
level can be obtained by calculating the first-order
derivative of the model and setting it equal to zero.

aG;
aT, B+ 26T =0

The level of T; that minimizes the Gini

coefficient can be determined using this equation:

B:

2B,
T/is a tax burden rate at which the Gini

coefficient will be minimal.

In order to improve the quality of the models,
besides the tax burden and the Gini coefficient,
control variables were also selected: the dynamics of
export growth rate and remittances to Armenia. The
latter are presumed to be exogenous factors exerting
an impact on the size of income and the distribution
structure in the country.

Considering that the Gini coefficient data
offered by the models is available on a yearly basis,
and the other variables included have quarterly time
series, therefore the interpolation method was used
for the yearly series of the Gini coefficient, dividing
the yearly values so that growth rates would be
equal.

Tt* -

Table 1. Estimation results of Model 1

Variables Coefficient | Standard error t-stat. P value
GINI INDEX(-1) 1.023309 0.003675 278.4331 0
TAX BURDEN 3.397132 1.641878 2.069053 0.0426
TAX BURDEN”2 -7.689695 3.829573 -2.007977 0.0489
EXPORT GR 0.001588 0.000404 3.934697 0.0002
REMMITANCES GR 0.00081 0.000439 1.845182 0.0697
C -1.006258 0.170966 -5.885715 0

In the second model, the real GDP growth rate
was chosen as the dependent variable. Using this
model, we can examine the impact of different
degrees of income inequality on economic growth.

Yt —a + 616init ‘I‘,GZ'GIHLE + 63Xt + Et

Excessively high levels of inequality can hinder
economic growth if the Gini? oefficient is negative,
as it can lead to social injustice, greater investment

risks, and other harmful effects of social inequality.
Achieving the ideal level is very important because
it can help the government determine the amount
that will stimulate economic expansion while
preventing the harmful effects of excessive
inequality. The results of the estimated model are as
follows:
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Table 2. Estimation results of Model 2

Variables Coefficient Standard error t-stat. P value

GDP GR ARM(-1) 0.49438 0.081386 6.074538 0
GINI INDEX 3.630611 7.704844 0471211 0.0208
GINI INDEX”"2 -0.058286 0.117238 -0.49716 0.0208
REMMITANCES GR | 0.095894 0.034228 2.801651 0.0067
EXPORT GR 0.105346 0.030939 3.405017 0.0012
C -62.0735 126.1252 -0.492158 0.6243

Since the GINI INDEX"2 coefficient is nega-
tive, this indicates that the relationship between eco-
nomic growth and the Gini coefficient is parabolic,
pointing downward, which implies that there is
some optimal level of inequality where economic
growth is maximum.

By 3.630611

2(, 2+0.058286

To understand the quality of the estimated
models, a series of tests were performed. In
particular, the Dickey-Fuller test was used to test the
stationarity of the time series included in the model.
The results showed that the included variables were
stationary in both the first model, where the
dependent variable was the Gini coefficient of
income inequality, and in the second model, where
the dependent variable was the economic growth
rate. The seasonality of the series was also checked,
which showed that the time series of the variables
included in the model are free from seasonal
fluctuations.

The results of the Durbin-Watson test for
checking the first-order autocorrelation in both
estimated models show that there is no auto-
correlation in the residuals of the models (in both
cases the index was close to 2). In addition to the
latter, the presence of higher-order autocorrelation
in the residuals of the model was checked using the
Breusch-Godfrey test. According to the results
obtained, the null hypothesis was accepted, that is,
in the residuals of the model There is no
autocorrelation. The distribution of errors in the
models was checked using the Jark-Bera test.
According to the results obtained, both models have
a normal distribution of errors.

To assess the quality of the estimated models, a
series of tests was performed. In particular, the
Dickey-Fuller test was used to check the stationarity
of the time series included in the model. The result
showed that the variables in the model were
stationary in the first model where the dependent

31.1

Gini* =
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variable was the Gini coefficient of the income
inequality and in the second model where the
economic growth rate was the dependent variable.
Seasonality of the series was also confirmed, which
showed that the series of the variables included in
the model are not influenced by season.

The result of the Durbin-Watson test for testing
the first-order autocorrelation for both model
estimates shows that no autocorrelation exists in the
model residuals (in both cases the index was nearly
2). Apart from the latter, the presence of higher-
order autocorrelation among the model residuals
was tested through the Breusch-Godfrey test.
According to the results acquired, the null
hypothesis was confirmed, i.e., there exists no
autocorrelation in the model residuals. The
distribution of the errors of the models was checked
by utilizing the Jark-Bera test. According to the
results acquired, both models possess normally
distributed errors.

Analysis and results. As the chart shows,
Armenian per capita GDP is constantly growing.The
2008-2023 average growth rate is 7 percent. The
Gini coefficient increases in tandem with it. It will
increase from 29.6 percent in 2008 to 37.5 percent
in 2023, growing by an average of 1.6 percent per
year. This is surely due to the constantly growing
inequality. During the above-stated period, the tax
burden also increased, although at a lower rate of
growth, on average by 1 percent per year. The GDP
growth rate experienced the largest declines in 2008,
2016 and 2020. This is mostly related to the global
financial and economic crises, the COVID-19
pandemic, etc. Analysis of the above-indicated
parameters of Armenia also raises several questions.
First, whether tax burden changes lead to less
inequality or increased fiscal policy inclusiveness.
Second, since GDP per capita growth rates tend to
increase in parallel with increases in the Gini
coefficient, one cannot tell if present disparity can
affect growth or if growth per se is inclusive.
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Figure 1. Trends in GDP per capita, Tax burden, Gini coefficient and GDP growth rates in 2008-2023 [10; 14].

The tax burden coefficient in the first model
calculated is positive (3.397132) and statistically
significant (p-value = 0.0426), suggesting that rising
income disparity is linked to rising tax burdens. In
particular, an increase in the tax burden can increase
income inequality, but this effect is nonlinear: after
a certain level, an increase in the tax burden can
reduce inequality or at least slow its growth.

The squared term for the tax burden is negative
(-7.689695) and statistically significant (p-value =
0.0489), indicating that the effect of the tax burden
on inequality is nonlinear. That is, above a certain
level of tax burden, the effect may decrease or
change.

The Laffer curve theory between taxes and
revenues suggests that after a certain point of
increasing the tax burden, the growth of tax
revenues decreases or stops growing. The results of
this model are consistent with this idea, but in that
the impact of a high tax burden not only has an
impact on government revenues, but also on social
inequality.

Positive coefficients of TAX BURDEN and
negative coefficients of TAX BURDEN"2 indicate
that the impact of the tax burden increases up to a
certain point, after which it decreases or changes
direction. We can interpret this as the "optimal" tax
burden level where income inequality is at its lowest
level while avoiding excessive taxes that would
hinder economic development.

The tax burden coefficient of the first estimated
model is positive (3.397132) and statistically
significant (p-value = 0.0426), which means that
growing income inequality is connected with
growing tax burdens. More precisely, an increase in
the tax burden may enhance income inequality, but
the effect is nonlinear: after some point of saturation
is reached, an increase in the tax burden may reduce
inequality or at least slow down its growth.

The quadratic term of the tax burden is
statistically significant (p-value 0.0489) and
negative (-7.689695), indicating that the tax burden

has a nonlinear relationship with inequality. That is,
after a point, the impact may decrease or change.
The Laffer curve theory between tax burden
and revenue is that beyond a tipping point, increases
in tax burden make growth of tax revenues decrease
or even stop. The predicted behavior of the model
agrees with this theory, but in so far as not only does

it affect government budgets, but it affects
inequality as well.
Positive TAX BURDEN coefficients and

negative TAX BURDEN”2 coefficients indicate
that the impact of the tax burden is positive to a
certain extent, then it is negative or reverses signs.
This can be interpreted as the "optimal” level of tax
burden when income inequality is reduced without
excessively high taxes that will dampen economic
growth.

The resulting value of T;, 22.09%, is
characterized as the optimal level of the tax burden
in the Republic of Armenia, in which case income
inequality is at its lowest level. The obtained
optimal tax burden level is lower than the calculated
tax burden index for 2022, 23.5%, and higher than
the average tax burden index observed during 2008-
2023, 21.5%. Also, the tax burden indicator has
been continuously rising in recent years, which
implies a further deviation from the optimum point.
The optimum level found can be clarified first by
the dynamics of indicators in the historical context,
since the historically low level of tax burden in the
Republic of Armenia, close to the calculated
optimum border, was in 2008-2012, when we can
see a lower level of the Gini coefficient. The
indicators show that despite the consistent increase
in GDP per capita, the Gini coefficient is increasing,
i.e., polarization of incomes is increasing. So, while
the increase in the tax burden generates more funds
for the implementation of the state's economic
policy, the degree of inclusiveness is decreasing
consistently. The fact that the proposed optimal
threshold is lower than the actual one can also be
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attributed to the low level of inclusiveness of the
state expenditure policy. That is, when the further
redistribution of collected revenues does not
contribute to the reduction of insecurity.

The result of the second model shows that the
Gini coefficient should be approximately 31.1 for
economic growth to be at its best. Income inequality
(GINI_INDEX) of approximately 31.1 drives
economic growth for the maximum growth rate. i
inequality surpasses this level, it can reduce the
growth rate, for the simple reason that too much
inequality can lead to social tensions, increase
investment risks, and decrease economic activity.
Similarly, too little inequality can also decelerate
growth, as it can limit market incentives. The
positive and high value of the Gini coefficient in the
model (3.630611) and its statistical significance
(0.0208) indicate that economic growth has a
positive nonlinear association with economic
inequality: economic growth rises with a rise in
income inequality. As we have said, income
inequality continues to grow together with economic
growth, and economic growth, in its turn, is
contributed to mostly by the more income-weighted
sections of the population, whose weight is quite
negligible, as evidenced by the high Gini coefficient
value.

The result of the second model shows that the
Gini coefficient should be approximately 31.1 for
economic growth to be at its best. Income inequality
(GINI_INDEX) of approximately 31.1 drives
economic growth for the maximum growth rate. i
inequality surpasses this level, it can reduce the
growth rate, for the simple reason that too much
inequality can lead to social tensions, increase
investment risks, and decrease economic activity.
Similarly, too little inequality can also decelerate
growth, as it can limit market incentives. The
positive and high value of the Gini coefficient in the
model (3.630611) and its statistical significance
(0.0208) indicate that economic growth has a
positive nonlinear association with economic
inequality: economic growth rises with a rise in
income inequality. As we have said, income
inequality continues to grow together with economic
growth, and economic growth, in its turn, is
contributed to mostly by the more income-weighted
sections of the population, whose weight is quite
negligible, as evidenced by the high Gini coefficient
value.

Conclusions. Summarizing
performed, it can be noted that:

* Applying the Balitsky modified version of the
Laffer curve, it is possible to estimate the interaction
between the tax burden and income inequality in
Armenia and determine the interaction between

the analyses
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income inequality and economic growth for the
Armenian economy.

* The relationship between tax burden and
income inequality is nonlinear. In particular,
increasing the tax burden above the optimum both
increases income inequality and can reduce or slow
the rate of economic growth.

* The lowest tax burden determined by the
model is 22.09%, which is below the actual one
calculated for 2022. It is the lowest tax burden level
in the Republic of Armenia, where income
inequality is minimal.

* The explanation for why the best threshold is
lower than the existing level is rooted in the low
inclusiveness of fiscal policy, which is incapable of
supporting the decrease in income inequality
through the tool of distribution and redistribution.

* As showed in the second estimated Model
results, there is also a nonlinear economic growth-
income inequality relationship. In particular, when
the Gini coefficient level is near 31.1%, it also
triggers the economic growth rate.

* The immediate effect of high inequality on
growth is positive due to the positive effect of
income concentration on growth in certain groups.
And after some optimum point, high inequality can
reduce the rate of growth, inducing a set of socio-
economic problems.

The main task of the state's fiscal policy is to
implement policies aimed at increasing economic
equality. The latter is important not only to
overcome social problems but also to create a basis
for improving economic growth.
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